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ABSTRACT 
 
In EU governments, there is widespread concern of the current trends in small businesses. Their 
importance in generating wealth and employment justifies the adoption of economic measures to 
foster their development and durability. Experience shows that few European micro-enterprises 
are handed on to a second generation of owners and almost none to a third. 
 
Moreover, in times of crisis, the notion that micro-enterprises (including self-employed or 
businesspeople with no employees) should become the first link in economic recovery and 
employment generation appears recurrently. 
 
This paper studies the distinguishing features of such companies in a Spanish province through a 
descriptive statistical analysis of the basic data and ratios in their accounting statements. 
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1. INTRODUCTION 
 
ccording to data on 1 January, 2013, from the Central Companies Directory (DIRCE) at the 
National Statistical Institute (INE), 53.4% of Spanish companies have no employees. The 
percentage of companies with two employees or less is as high as 82.7%. The Europe-wide figures 
are also significant. According to limits set in 2005, the EU defines a small Enterprise, in staffing terms, as any firm 
employing less than 50 workers and a micro-enterprise as one with less than ten workers. With these parameters, 
92% of European firms are regarded as micro-enterprises (European Communities, 2003; 2006). Likewise, self-
employment is growing, along with the attention given to it by public administration (Cueto, 2006, García and 
Martínez, 2003). The limits established by the EU are determined by three criteria - turnover, balance sheet total, 
and staff headcount (Arrondo, 2002). 
 
These variables are used to differentiate between medium-sized firms, small firms and micro-enterprises. A 
medium-sized firm is defined as an enterprise employing fewer than 250 persons and with an annual turnover of no 
more than 50 million Euros, and/or whose balance sheet does not total more than 43 million Euros. A small firm 
employs 50 persons, its turnover is less than 10 million Euros, and/or it has a balance sheet totaling less than 10 
million Euros (Melle, 2001). The category of micro-enterprise or micro-SME covers firms with less than 10 
employees and with an annual turnover or assets not exceeding two million Euros. One of the most notable 
criticisms received by this new system (Morillas, 2002) questions the employee headcount based on the number of 
annual work units (AWU). 
 
Yet whether or not the criteria are fit for purpose, the micro-enterprise concept is recognizable in all 
Member States, and although in each country they have distinguishing features, there are common characteristics 
across Europe in this type of company. All have vital importance in the business fabric of their respective countries. 
For them to survive, their managers (almost always the owners of the firm) have to strive to continually adapt to the 
A 
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environment in which their business operates (Ceballos, 2009; Ceballos et. al., 2012). Finally these firms are often 
hard to study, as it is difficult to procure reliable financial data on them (especially with regard to the smallest 
companies). 
 
2. METHODOLOGY AND OBJECTIVES  
 
The Official Journal of the European Communities (OJEC 2003) specifies the staff head counts and 
financial thresholds defining the various company categories as follows: “(…) a micro-enterprise is defined as an 
enterprise which employs fewer than 10 persons and whose annual turnover and/or annual balance sheet total does 
not exceed EUR 2 million.” 
 
All Member States, as well as the European Investment Bank and European Investment Fund, which 
previously used a wide range of non-homogenous criteria for defining SMEs, were to replace the old criteria with 
the new ones and to adapt the statistics that they prepare in accordance with these categories.  
 
For the sample frame, the authors used information provided by the SABI (Sistemas de Análisis de 
Balances Ibérico) database of the company Informa, S.A. It contains general information and financial data on 
Spanish and Portuguese companies and provides details of the accounting statements of firms more than one year 
old with at least one set of annual accounts registered with the Register of Companies. The authors first decided 
upon a geographic sampling territory, selecting the province of Cuenca. Of all the firms in that database, 3,741 are 
located in Cuenca province. 
 
After defining that province as the analytical territory, the authors selected only companies with accounting 
information available for 2006, thereby limiting the size of the sample. They then set search criteria relating to 
company size, applying the definition of micro-enterprise proposed by the Official Journal of the European 
Communities, with a final sample of 1,354 companies. 
 
3. EMPIRICAL FINDINGS  
 
Having obtained the study sample consisting of 1,354 micro-enterprises in the province of Cuenca (Spain), 
the authors studied the balance sheet and profit and loss account items liable to provide most financial information 
for their study.  
 
The account items taken and the ratios obtained from them were the following: Income, Profit on the year, 
Assets, Net equity, Economic rate of return, Financial rate of return, Level of debt, Number of employees, Growth 
in sales, Asset rotation, Productivity and Growth in added value. On the basis of the above indicators, the authors 
obtained the results that they set out below, with an analysis of those that they regard as most representative 
(Instituto Nacional de Estadística, 2013). 
 
Starting with income, given the importance of this item for a company, the authors found an average value 
of some €350,000 a year. This figure, together with data on its asymmetry – with a high rate and skewed to the right 
– shows a low level of sales in micro-enterprises in Cuenca province. In applying a 75% percentile, they find that 
just a quarter of companies turn over more than 430,000 euros. The data show a population of companies who 
individually have small market shares. This is a paradigmatic characteristic of the service sector in which principle 
firms need no great investment in assets or capital contribution to start operating.  
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Table 1: Descriptive Statistics 
 
 
The average profit figure is 2,337 euros, with a very high kurtosis and asymmetry skewed to the left. In a 
graphic representation, the peakedness would centre on values near zero (no profit). 
 
Table 2: Descriptive Statistics 
 
 
A comparison of profit and equity across all the companies is also significant. The quantity obtained is 
abnormally low. In this respect, it is worth noting that most of the firms studied had the legal status of limited 
companies (95%), with the legal minimum of capital of 3,005.06 euros. This is the capital with which such 
companies are normally set up. If the authors compare these capital figures with total equity, they find that they form 
a very small portion or, in other words, the greater part of company equity consists of reserves (undistributed profit). 
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Table 3: Descriptive Statistics 
 
 
In analysing the level of debt, the authors find very high figures in absolute terms, but they believe that the 
actual data may be better than in the results obtained given that the data used in the sample may be unreliable due to 
a lack of unbundling. This limitation arises because all the companies studied submit their accounts to the Register 
of Companies (from which submission the sample data are obtained) as an abridged balance sheet, which 
distinguishes only between short-term and long-term debts, with no further breakdown. So, it may be that these all-
inclusive items include debts that companies have with their own members or shareholders.  
 
Table 4: Micro-Enterprise Employees 
 
 
Finally, the descriptive statistics on staff clearly show that we are dealing with very small companies 
(micro-enterprises). The mean head count is 4.6 employees per company. If a 25% percentile is applied, the figure 
shows just two employees, only one quarter of companies have more than five employees in their workforce, and 
just 38 of the 1,354 firms studied have the maximum number of nine workers. 
 
4. CONCLUSIONS 
 
From this study, the authors may draw the following conclusions on small companies. 
 
The profits of such firms are, in most cases, too low. Just 25% of the companies make a profit of more than 
10,000 Euros. The average figure for profits represents just 0.67% of sales. 
 
To account for this situation, the authors should keep in mind that on most occasions in such companies, 
the shareholder (owner) is normally also a paid employee as he/she works in the company. Moreover, if this 
shareholder-worker holds more than 33% of the firm’s capital (which is quite common), he/she has to make social 
security contributions as a self-employed worker. This means that the shareholder may raise or lower his/her salary 
at will without having to contribute more, for contributions and wage levels are independent, which is not the case 
for employees covered by the general social security system. Thus, by raising or lowering their salary, they can 
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adjust the tax they have to pay. If they raise it, the company has more expenses, which reduces profit and therefore 
means that less corporation tax is payable.  
 
So, the authors may be finding deceptive (excessively low) levels of profit due more to tax strategy than to 
the reality of a company’s activity. The lack of correlation between the income and profit variables gives weight to 
this thesis.  
 
Moreover, the authors find that micro-enterprises do not distribute dividends (in this simple, dividends were 
distributed by less than 1% of companies). Again the reason is likely to be to save on tax - if companies distribute 
dividends, the company shareholder is taxed twofold, with income tax on capital income, in addition to the 
corporation tax paid earlier. This means that dividends are not distributed and shareholders prefer to take funds from 
the company by other means, such as by taking out a loan, legally or de facto, or simply by keeping a current 
account with the firm. 
 
From the results obtained, the authors may assume that the profits reported on the accounting statements of 
micro-enterprises reflect tax and accounting strategy rather than the reality, calling into question the accounting 
principle of giving a true and fair view. 
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